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SUMMARY 


Ghana has a good natural resource endowment, a 
relatively well-educated labor force, one of the best 
post-colonial administrations in Africa, and a fair 
physical infrastructure. However, despite these posi- 
tive factors, the economy has been characterized by 
declining output and exports for the last several years, 
for structural, climatic and other reasons. Large 
budgetary deficits, rapid expansion in the money supply 
and an over-valued currency led by mid-1978 to an in- 
flation rate of 125% and a shaky international financial 
position. Below normal rainfall, coupled with inadequate 
producer price policies in the agricultural sector and 
a scarcity of needed inputs, resulted in continued poor 
agricultural production and declining exports of cocoa, 
the main foreign exchange earner. The manufacturing 
sector was likewise hampered by shortages of raw materials 
and spare parts, although construction and commercial 
activities expanded. Consequently, real GNP is estimated 
to have grown hardly at all in 1978, and per capita GNP 
declined for the fourth year in a row, to a level below 
troac fer L27G, 


Since mid-1978, the government has been making 
major efforts to correct these problems. It has drawn 
up a stabilization program designed to cut the rate of 
inflation to about 50% (by September 1979), reduce ex- 
ternal payments arrears, and lay the basis for economic 
development, including the growth of production and 
exports. A major step was the 58.2% devaluation of the 
currency in August 1978; the new rate of one U.S. dollar 
to 2.75 cedis is more realistic (i.e. less overvalued) 
than the previous one. These measures have attracted 
support from the International Monetary Fund, other 
international financial institutions and donor countries. 


Cocoa remains the mainstay of the economy, account- 
ing for two-thirds of all export receipts and one-third 
of government revenue. However, 1978/1979 production 
continues in the recent downward trend; a 20-year low 
of no more than 270,000 metric tons is expected which, 
at the current relatively high world price, will mean 
earnings of up to $850 million. The mining industries 
are also expected to show slight production declines in 
1979, largely due to shortages of imported equipment 





and supplies, although in some cases (e.g. gold) 
export earnings may be maintained by higher world 
prices. The new export ban on certain types of logs 
will force the timber industry to export semifinished 
products and, thereby, to realize greater foreign exchange 
earnings. Consequently, the industry is currently 
engaged in expanding its processing capacity. Manu- 
facturing firms may benefit from a more rational 
allocation of imported materials and equipment in 
1979; in addition, new import restrictions on compet- 
ing goods protect their domestic market. Better 
weather, in 1979 and higher food prices have encouraged 
agricultural production; total food output should be 
greater than in most past years, although substantial 
food imports will still be required. 


Ghana will return to civilian government in October 
1979, after seven years of military rule. The first 
half of 1979 has seen a tendency to delay some commercial 
and financial decisions until the changeover takes place 
and the new government's economic policies are known. 
Most observers expect little change in Ghana's overall 
foreign and economic policy stance and predict that the 


incoming government will continue the present stabiliza- 
tion program at least in the short run. 


Ghana remains the third largest market for U.S. 
exports in sub-Saharan Africa. Total U.S. sales in 
1978 amounted to $124 million, of which petroleum products, 
cotton, tobacco, and agricultural machinery were the 
major items. Timber processing equipment, land-clearing 
machinery and industrial security systems offer other 
areas for export expansion. However, delays in issuing 
import licenses and confirmed Letters of Credit impede 
sales growth even where a ready market exists, and the 
number of items banned from import was slightly increas- 
ed in 1979. 


U.S. direct investment in Ghana totals $325 million; 
with the Kaiser and Reynolds aluminum smelter plant 
accounting for 78%. Recent investments have been con- 
centrated in petroleum exploration; one U.S. firm began 
Oil production in 1978 (3,500 barrels per day) and 
another has drilled additional offshore wells. However, 
the continued difficulties in repatriating profits and 
dividends as well as assuring adequate supplies of import- 
ed materials to companies operating in Ghana have tended 
to discourage potential U.S. and other foreign private 
investors. 





Recent Economic Developments 


Positive economic steps have been taken in Ghana 
since mid-1978 by a new government determined to correct 
the structural imbalances of the economy and lay the basis 
for sustained growth of production and exports. The key- 
stone of this effort is the new stabilization program whose 
major goals are: 1) to reduce the annual rate of inflation 
to 50% from its high of 125%, 2) to improve the balance of 
payments situation, and 3) to encourage growth in the export 
and rural sectors. 


In line with the first objective, the government plans 
to reduce the budget deficit by holding expenditure growth 
to 11% in FY 1979 (as compared with 59% for FY 1978) . Conse- 
quently, public sector wage increases are to be held well 
below the inflation rate, and capital expenditures are being 
adjusted in light of actual revenue inflows. In addition, 
the government carried out a currency changeover in March, 
1979, which resulted in a decrease in the money supply of 
approximately 14%, as new bills were exchanged for old at a 
7:10 ratio. Such a decrease should contribute to reducing 
inflation in the long run, if the persistent shortages of 
basic goods and services, which have meant continued high 
prices, can be overcome. It appears likely that the govern- 
ment will succeed in reducing inflation, but the rate for 
1979 may end up closer to 75% than the target of 50%. 


The government has also made major efforts to improve 
the balance of payments situation. The first such action 
was the 58.2% devaluation of the currency in June-August 
1978; the new rate of 2.75 cedis to one US dollar (or $1=$0.36) 
is more realistic than the previous one. The decision not to 
increase the value of import licenses to reflect the devalua- 
tion ensured that one of the goals of devaluation, namely 
the reduction of imports, did occur. No significant short-run 
increase in exports is anticipated as a result of the devalua- 
tion; however, a substantial increase in government cedi 
revenues is expected to result from the effects of devaluation 
on export and import duties. 


The 1979 Import Program represents another step by the 
government to manage its foreign exchange resources rationally. 
The program is designed to avoid past abuses--over-issue of 
licenses and inefficient resource allocation--and spells out 
clearly anticipated resources and their allocation by sector. 
The government expects that a total of $885 million will be 
available to finance imports in 1979; agriculture, transporta- 
tion, and two export earners, timber processing and mining are 
considered priority sectors, with emphasis given to supplying 





raw materials and spare parts to existing firms rather than 
encouraging new capital investment. As in previous years, 
imports must be covered by import licenses and generally by 
letters of credit; the government states that licenses issued 
will match available foreign exchange so that those holding 
licenses are assured that confirmed. letters of credit will 

be issued to cover their imports. 


The inclusion of more items on the list of goods banned 
from importation (primarily consumer goods such as bicycles, 
radios), and the ban on the export of logs of 14 major species 
(including mahogany, teak, and walnut) to encourage firms 
to export semifinished. wood products are additional measures 
to improve the balance-of-payments situation. 


Finally, the government's commitment to reduce its 
external arrears in 1979 is a major step towards improving 
its international financial standing. In addition, it is 
likely that Ghana will become more selective in its borrowing 
policies, and set limits on its external debt as part of the 
effort to improve its international financial position. 


The third goal of the stabilization program is to promote 
growth in the export and rural sectors. In 1978, the govern- 
ment doubled the producer price for cocoa to encourage pro- 
duction and reduce the incentive to smuggle to other countries. 
This measure, coupled with the effects of devaluation, and 
the gradual elimination of controlled prices, should in the 
long run encourage production in the export and rural 
sectors, especially food. Export bonuses, on the other hand, 
have been reduced from 20-30% to 10% and will be eliminated 
as of September 1979, in line with the new policies of opening 
the economy to market forces. 


In January 1979, the International Monetary Fund (IMF) 
authorized two loans to Ghana (total $98 million) to support 
this stabilization program. The agreement with the IMF has 
helped attract increased support for Ghana; the World Bank 
and European Economic Community approved a $25 million loan 
to Ghana's National Investment Bank in May 1979. Earlier 
the U.K. granted a $40 million export-credit package; West 
Germany provided $10 million in program aid; and the U.S. is 
supplying $10 million of foodgrains under a PL 480 Title I 
agreement signed in February 1979. 





PRODUCTION - Agriculture 


Agriculture remains the primary activity for the 
majority of Ghana's population. Roughly 60% of Ghanaians 
live in rural areas, and most of these are engaged in farming, 
with cassava, corn, plaintain, rice and peanuts the main 
food crops produced. Severe droughts, among other factors, 
led to declining agricultural output in 1975-77 and an in- 
creased need to import foodstuffs. Better rains and soar- 
ing market prices for these staples have resulted in larger 
harvests in 1978, and predictions for 1979 forecast another 
year of 2-3% growth in overall agricultural production. 
However, Ghana will still have to import sizeable quantities 
of staples such as rice, wheat and corn to meet domestic re- 
quirements. The U.S., under the PL 480 program, is provid- 
ing $10 million worth of these commodities in 1979. 


The growing of cocoa remains the country's most impor 
tant single economic activity. Cocoa exports (including paste 
and butter) account for 65-70% of all export earnings and 
35% of government revenues. Despite the country's dependence 
on this crop, production has been declining irregularly for 
two decades for various reasons: aging trees, inadequate 
producer prices, and an insufficient supply of inputs. Although 
the Cocoa Marketing Board doubled the producer price in 1978, 
it was too late to provide farmers with an incentive for the 
1978/79 crop and the greater increase in market prices for 
foodstuffs encouraged them to shift from cocoa to growing 
rice or corn. The amount of cocoa smuggled to other countries 
is down from an estimated 35-40,000 MT in 1978 to 10-20,000 
MT in 1979. The expected 1978/79 crop of not more than 
270,000 metric tons is down from 277,000 MT in 1977/78 and 
320,000 in 1976/77, but high cocoa prices continue to insulate 
Ghana from the effects of this decline and export earnings 
will approach $850 million again this year. How long this 
can continue is unclear; the high world price may be heading 
down, and the age structure of Ghana's cocoa trees suggests 
that further declines in output must be expected, at least, 
over the medium term. 


Forestry 


Ghana is a major producer of tropical timber; forestry 
products have been the largest source of foreign exchange 
after cocoa, accounting for $112 million in 1978 or about 
10% of total export earnings. While logs and lumber have 
generated most of the earnings, plywood, veneer, and parquet 
flooring have also been exported. The industry has suffered 





in recent years from aging machinery, shortages of spare 
parts, and transport difficulties. Domestic prices have 
been higher than world prices, and the 1978 devaluation of 
the cedi was for some forestry products not great 
enough to correct this. Consequently, there has been 
little incentive to export, and timber exports show a 
fairly steady decline since 1972. 


The Ghana Timber Marketing Board (the sole exporter 
of timber) has imposed a ban on the’ export of round and 
square logs of 14 major species including mahogany, teak, 
and walnut, effective January 1, 1979. The ban is 
intended to encourage exports of semifinished wood products 
that, due to the greater value added, should result in 
greater export earnings. In addition, the bank is expected 
to encourage investment in the sector as well as commercial 
exploitation of the 300 other wood species found in Ghana. 


Significant trade opportunities exist for U.S. 
suppliers of log extraction and timber processing equip- 
ment as the government has declared the sector a priority 
for import licenses and foreign exchange allocations in 
1979. 


Fishing 


Ghana has a fairly well-developed fishing industry, 
with a total annual catch of 234,000 tons (1977). Fishermen 
in dug-out canoes account for most of the catch, although 
the State Fishing Corporation (SFC) has a small fleet of 
distant-water vessels. In addition, two U.S. firms, 
Starkist and Van Camp Seafood, are engaged in tuna fish 
catching for their processing plants in the U.S. Ghana's 
fishing industry, however, has been hampered by a shortage 
of vessels and inadequate supplies of spare parts which 
have idled most of the SFC's existing fleet. 


Manufacturing 


The manufacturing sector accounts for about 11% of Ghana's 
GNP with industries such as textiles, food, beverages, 
tobacco, pharmaceuticals, rubber products and vehicle 
assembly among the most developed. Most manufacturing firms 
are located in Accra, Tema, and Kumasi. Since 1976 output 
has been declining in real terms for several reasons. 
Many industries are highly dependent on imported raw mate- 
rial and equipment; insufficient allocations of foreign 
exchange to these firms has resulted in shortages of their 





goods and consequently in firms' operating below plant 
Capacity or being forced to shut down. In addition, 
rising labor costs and the government's price control 
policies have discouraged investment in, and expansion 
of, the manufacturing sector in recent years. 


Mining Oil and Construction 


The mining sector accounts for about 11% of Ghana's 
foreign exchange earnings, with gold exports the major 
contributor (9%) and industrial diamonds, manganese ‘and 
bauxite accounting for the rest. However, production of 
most minerals has declined in recent years, due partly to 
the depletion of ore resources (e.g. gold, diamonds) and 
partly to operational problems--shortages of imported equip- 
ment and spare parts, rising labor costs and high taxes. 


An American firm began oil production of 3,500 barrels 
a day in November 1978 at its offshore field and another 
U.S. firm has located oil and natural gas deposits in its 
concession area. However, there is general agreement that 
while Ghana does have some offshore oil resources, they are 
fairly small scattered deposits and expensive to find. 


Construction activity has increased slightly since 
1975, although there have been shortages of imported build- 
ing materials, particularly cement. 


Foreign Assistance 


Bilateral donors and multilateral agencies such as the 
World Bank, the African Development Bank and the United 
Nations provide technical and financial assistance to Ghana. 
These donors have looked favorably upon the government's 
new stabilization program and other economic policies and, 
consequently assistance flows to Ghana are being increased. 


The World Bank recently authorized its first loan to 
Ghana in two years. Together with the European Economic 
Community, the Bank granted $25 million to the National 
Investment Bank (NIB) in May 1979. NIB is responsible for 
channeling the funds to select small and medium-sized agro- 
based industries for the purchase of machinery, spare parts 
and raw materials, against worldwide competitive bids. 


The U.S. Agency for International Development (USAID) 
provides approximately $25 million in technical and loan 
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assistance to Ghana annually and this is to grow in the next 
few years. The present emphasis is on rural development 
activities; major projects involve the provision of 
agricultural inputs (seeds, fertilizer, credit) to small 
farmers, and a management training program for government 
officials concerned with rural development. In addition, 
USAID is assisting with health and family planning programs. 


For the first time in several years, the U.S. is supply- 
ing foodgrains to Ghana under the PL 480 Title I program. 
The agreement, concluded in February 1979, provides for 
the supply of $10 million of agricultural commodities, name- 
ly wheat, rice, and corn. 


Other bilateral donors to Ghana include the Federal 
Republic of Germany, Canada and the United Kingdom. Prefer- 
ence in supplying equipment and services for projects 
funded by these countries and other bilateral donors is 
usually given to firms of the donor nation. Small-scale 
implements and farm inputs, such as fertilizer, are the princi- 
pal U.S. products that are eligible for financing through 
USAID. 


U.S.-Ghanaian Economic Relations 


Trade - Ghana, despite its recent economic difficulties, 
continues to be the third largest market for U.S. goods in 
sub-Saharan Africa. U.S. sales to Ghana will probably remain 
over $100 million in 1979 and may, in fact, exceed past figures 
because of better management of Ghana's foreign exchange re- 
sources and the renewed possibility of external commercial 
financing. 


Such U.S. sales to Ghana totaled $124.8 million in 1978. 
The United States, with about 12% of the import market, ranks 
as Ghana's third largest supplier after the United Kingdom 
and Germany. The U.S. is also an important market for Ghana's 
exports, primarily cocoa, with total sales to the U.S. for 
1978 of $214 million. 


In the past few years sales to Ghana were hampered by 
the haphazard allocation of import licenses and letters of 
credit, both of which are necessary for most foreign exchange 
purchases. The 1979 Import Program aims to solve these 
problems. The Program estimates that $885 million is avail- 
able to finance imports and states that in 1979 all import 
licenses will be backed up by letters of credit. It allocates 


foreign exchange by sector, with transportation, consumer 
goods, and construction receiving the largest allocations; 





the export (cocoa, mining and timber) and agriculture 
sectors also receive priority. 


However, slow cocoa shipments, and hence foreign ex- 
change inflows, have delayed the opening of letters of 
credit thus far this year. It is expected though that 
1979 import licenses will ultimately be backed up with 
letters of credit as the cocoa and other export earnings 
are received. 


In addition to the required licenses, Ghana has several 
other regulations affecting imports. A preshipment in- 
spection is required for all imports in the country of orgin 
for quality and quantity verification and price comparison. 
In an effort to protect domestic industries, the import of 
numerous articles is banned: cigarettes, plywood, veneer 
sheets, woven and printed cotton fabrics, mattresses, travel 
goods (suitcases), among others. 


Significant trade opportunities exist for U.S. products 
in Ghana. The U.S. should remain a strong supplier of con- 
struction and mining machinery, lubricants, tobacco and 
cotton. The recent government decision to ban exports of 
14 kinds of logs, to expand domestic wood processing 
capability and to consider the timber sector a top priority 
in import license distribution, suggests major opportunities 
for sales of U.S. timber processing equipment. Similarly, 
the new emphasis given to the agricultural sector--both ex- 
port-oriented and domestic--increases possibilities for sales 
of U.S. agricultural machinery. Additionally, the national 
airlines is considering acquiring a wide-bodied jet, and two 
government agencies are planning to purchase large numbers 
of trucks and tractors. Several companies have recently 
arranged financing for their sales to Ghana; evidence indi- 
cates that this gives them a considerable edge over competi- 
tors not having such arrangements. 


Investment 


U.S. investment in Ghana is about $325 million with 
the Volta Aluminum Company smelter, owned by Kaiser (90%) 
and Reynolds (10%) accounting for nearly 80% of this total. 
Other American firms operating in Ghana include Firestone, 
Texaco, Mobil and Union Carbide. Recent American investments 
in Ghana have been concentrated in petroleum exploration 
and in November 1978, Agri-Petco began production at its 
offshore field at a rate of 3,500 barrels per day. Phillips 
Petroleum has also discovered oil and natural gas deposits 
in its offshore concession. Delays in repatriating profits 





and dividends as well as difficulties in assuring supplies 
of imported raw materials and equipment have tended to 
discourage investment in other sectors of the economy. 


A free zone in Tema, the main port, is now open. to 
foreign investors, with the basic infrastructure of the 
zone, including utilities, scheduled for completion in 
1980. 


Ghana remains interested in encouraging foreign in- 
vestment in some areas of the economy. The Capital Investment 
Board (CIB) is the government agency responsible for pro- 
moting foreign investment and negotiating tax incentives 
with foreign investors. These incentives, including exemption 
from income and import taxes, are determined on a case-by-case 
basis. Since 1975, investments have been governed by the 
Investment Policy Decree, which reserves a certain percent- 
age of a firm's equity for Ghanaians. According to the 
recently drafted constitution, all contracts involving natural 
resources must be ratified by Parliament; as this is retro- 
active, it is possible that some changes may occur in the 
present offshore oil concession agreements. 
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